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General Business Conditions 


HE business news during October has 
provided further er Ath of the 
strength of the forces supporting trade 
and industrial activity. Steel mills, sold 
far ahead, have set a new monthly 

production record of roughly 11 million tons. 

Assemblies of the new model passenger auto- 

mobiles more than doubled the September rate, 

although production delays cut output nearly 
one fourth below original schedules. Encourag- 
ing signs of improvement have appeared in the 
textile markets. 

In September, industrial production, as mea- 
sured by the Federal Reserve Board’s index, 





rose to 144 (1947-49=100), equaling the all- 
time high set last December. Probably the index 
for October will move into new high ground. 
Part of the rise since the settlement of the steel 
strike has represented the recovery in steel pro- 
duction, but increasing output of industrial ma- 


chinery and other capital goods continues to be 
the backbone of the advance. The support given 
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to business by the capital goods boom is evi- 
denced by the fact that manufacturers of ma- 
chinery, including consumer and defense types, 
have added 223,000 workers to their rolls during 
the past year. In contrast, employment in auto 
and other transportation equipment plants was 
down by 82,000 persons. Other factories, on the 
whole, had about the same number of employes 
in September as a year earlier. 


In the aggregate, more people are at work in 
the industries and services than ever before. 
Statistical unemployment has dropped below the 
2 million mark for the first time since late 1953. 
In manufacturing generally, overtime work in- 
creased in September, average earnings reached 
$2 an hour for the first time, and payrolls were 
the greatest on record. With more people com- 
manding higher wages, purchasing power has 
risen, consumers have continued willing buyers 
and business men have been ordering freely. The 
increased wage costs incurred by the industries 
in recent months carried with them the potential 
danger of either pricing goods out of the market 
or squeezing profit margins and discouraging 
growth. In some instances these unfavorable 
effects can be seen. In a few markets, including 
copper, the pressure of demand has eased. Hous- 
ing starts continue to lag. These soft spots, how- 
ever, have only moderated the advance. In over- 
all terms no dadheahig is evident. 


A Resilient Economy 


Figures are now available to measure the per- 
formance of the economy in surmounting the 
shortages and imbalances lett by the 5-week steel 
strike, and they are impressive. Industrial pro- 
duction, as indicated above, jumped to its high- 
est level this year in little more than a month 
after the steel strike ended on August 5. General 
economic activity, as measured by the gross na- 
tional product, showed scarcely a ripple as it rose 
from an annual rate of $408.3 billion in the 
second quarter to $413 billion in the third. 
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This record provides evidence of the resilienc 
of today’s economy. A similar display of peawaaar | 
occurred in the first half of this year when gross 
national product continued to rise steadily al- 
though automobiles, homebuilding, and several 
other industries were simultaneously undergoing 
sizable contractions. The ability of the economy 
to make these “rolling readjustments” without a 
general downward spiral has been a noteworthy 
and encouraging development of recent years. 
The smoothness of the adjustments has cA on 
both business men and consumers, and, con- 
sciously or unconsciously, has influenced their 
decisions to buy and build. Their faith that busi- 
ness fluctuations will continue to be small has 
encouraged them to make long-term commit- 
ments, which can be a force for stability if they 
are right. 


Meanwhile, there is no real evidence that a 
let-down is imminent. Peak rates of business 
activity are widely anticipated for the next few 
months and there is every indication that the 
nation’s total output of goods and services in the 
current quarter will surpass the record rate of 
$418 billion per year bee: in the third quarter. 
This holds true whether one takes the pessimistic 
view that the economy is in the last stages of a 
boom which started in 1954 or the optimistic out- 
look that the upturn following the rolling adjust- 
ment of early 1956 is just beginning. 


The momentum of current work in gress, 
reinforced by heavy backlogs of unfilled orders, 
construction contracts, and other commitments, 
appears sufficient to carry business well into the 
new year at a high level. New orders for manu- 
factured yoods have run consistently ahead of 
shipments in the past year, and the growth in 
backlogs has been nearly $1% billion a month 
since late spring. Unfilled orders at factories 


totaled $61.8 billion at the end of August (the 
latest report available), $10 billion more than a 
year earlier and the highest total since late 1955. 


Business inventories also have continued to 
build up, standing at the end of August at a new 
peak of $86 billion, $6.4 billion above a year ago. 
Nevertheless, the rise in the aggregate does not, 
as indicated in the charts above, appear to have 
outrun the rise in sales. At the retail and whole- 
sale levels inventories have in fact lagged be- 
hind sales, due mainly to declining new car 
stocks of auto dealers, which offset increased 
stocks in other lines. A downturn in the flow 
of new orders and sales would, of course, result 
in inventories becoming topheavy, but until 
such a downturn is clearly established over a 
significant period, the weight of inventories alone 
is not likely to precipitate a business decline. 


Third Quarter Corporate Earnings 


Corporate reports published last month cover- 
ing the third quarter reflect the continued near- 
record level of over-all production and consump- 
tion and show that dollar sales in the aggregate 
were maintained around the relatively high rates 
of the first half year. Corporate net income after 
taxes, however, tended to decline. In contrast 
with the first two quarters of this year, when 
preponderant gains were reported over rising 
trends a year ago, the latest quarterly earnings 
figures range from mere | narrowing sprea 
over last year to substantial decreases. 

Our tabulation of the statements of 694 non- 
financial companies for the third quarter shows 
combined net income after taxes of approximately 
$2.4 billion — 15 per cent below the second quar- 
ter of this year and 9 Hy cent below the third 
quarter of 1955. For the first nine months, the 
net income total of $8.1 billion is 1 per cent 
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NET INCOME OF LEADING CORPORATIONS FOR THE THIRD QUARTER AND FIRST NINE MONTHS 
(In Thousands of Dollars) 


Reported Net Income 















































Reported Net Income 























No. af Industrial Third Quarter Per Cent Nine Months Per Cent 
Cos. Groups 1956 Change 1955 1956 Change 
29 Food product $ 44,809 $ 47,024 + 6 §$ 127,716 $ 139,544 + 9 

9 Beverages 9,792 10,244 + 5 24,841 28,841 + 16 
13 Tobaeco products 0,942 31,334 + 81,004 87,816 + 8 
27 Textiles and apparel 13,857 11,503 —17 48,869 38,158 — 22 
25 Paper and allied products 43,347 44,686 + 8 123,905 140,685 + 14 
87 Chemical products 231,778 213,255 — 8 667,788 683,710 t 2 
18 Drugs, soap, cosmetics 58,872 66,231 + 13 145,881 185,178 27 
80 Petroleum production and refining 535,569 616,563 + 15 1,568,092 1,844,961 + 18 
41 Cement, glass, and stone 85,137 83,276 — 2 240,309 247,044 + 8 
86 Iron and steel 235,192 90,523 — 62 685,462 649,749 — 6 
26 Electrical equipment, radio and television... 82,416 80,889 a 267,429 231,430 — 4 
42 Machinery 41,202 51,723 + 26 114,949 160,069 + 39 
88 Other metal products 157,857 158,517 + 478,675 551,689 + 15 
29 Automobiles and parts 363,153 176,437 — 51 1,337,912 888,770 — 34 
20 Other transportation equipment nee eenecee nnn 40,738 41,035 + 1 119,479 127,310 + 7 
41 Miscellaneous manufacturing 70,221 71,755 + 2 207,062 217,803 + 5 

511 Total manufacturing 2,044,882 1,794,995 — 12 6,239,378 6,222,757 _— 
21 Mining and quarrying 37,961 37,831 — 106,183 122,306 + 15 
23 Trade (retail and wholesale) 17,402 24,492 + 41 43,000 62,987 + 46 
17 Service and amusement industries 2 ccceceenne 13,691 14,450 + 6 35,520 41,547 + 17 
47 Railroads 208,202 189,157 — 9 577,105 548,766 — 65 
72 Electric power, gas, etc. 146,175 157,189 t 8 495,723 547,232 t 10 

8 Telephone and telegraph 169,827 192,776 14 497,620 568,402 14 











694 Total 


$2,638,140 $2,410,890 





| 
C) 


$7,994,524 $8,113,997 


+ 





above the same period of ’55, thanks to the wide- 
spread gains registered in the first half of this 
year. A condensed summary by major industry 
groups of the reports available to date is given 
in the accompanying table. 

For the manufacturing industries, which to- 
gether make up about » tee fourths of the re- 
ported totals in number and in net income, the 
third quarter net earnings were 12 per cent under 
last year. For the nine months, however, such 
totals were practically even. 


Sharp decreases occurred in the steel group, as 
a result of the July strike, and in the automobile 
group, reflecting the curtailment in production; 
without these two important groups the manu- 
facturing category would show a 6 per cent in- 
crease in the third quarter. 


More than half of the industry groups and 57 
per cent of the individual companies made third 
quarter increases. Earnings, however, generally 
increased less than sales, indicating that total 
costs were rising faster than sales and that, con- 
sequently, profit margins were being squeezed. 
Especially where the sales gains realized were 
only moderate in extent, rising operating ex- 
penses usually brought about a decline in earn- 
ings; 21 per cent of the companies showed sales 
up but net down. For the reporting manufactur- 
ing companies as a group, the average net in- 
come after taxes per sales dollar narrowed from 
7.5 cents in the third quarter of 1955 and 7.4 
cents in the second quarter of this year to 6.4 
cents in the latest quarter. (For the first nine 
months, the reporting manufacturers’ net profit 
margin narrowed from an average of 7.8 cents 


per sales dollar in 1955 to 7.2 cents this year.) 


Among the more important reasons for the 
third quarter profit drop were the steel strike, 
affecting the steel producers, steel consuming 
industries, railroads, and others; the forced cur- 
tailment of output to correct inventory accumu- 
lation in the automobile, farm implement, and 
some of the appliance industries; rising labor and 
material costs affecting industry quite generally; 
and the slowing of the residential housing boom 
and in demand for building materials. 

Manufacturers attempted to advance prices to 
protect profit margins in the face of rising labor 
and material costs but price advances tended 
to lag behind and were not always competitively 
possible. 

Dividends Increasing 

Publicly reported cash dividend payments dur- 
ing the first nine months of this year rose 13 per 
cent in dollar total to set a new high record for 
the period, according to Department of Com- 
merce computations. Increases occurred in all 
major categories of manufacturing, as well as 
in the fields of mining, trade, railroads, electric 
and gas utilities, communications, and finance. 


Publicly Reported Dividend Changes in the First Half Year 
and Third Quarter 





Half Year Third Quarter 

1955 1956 1955 1956 

Initial dividends 255 314 135 121 
Resumed dividends. 32 34 18 18 
Increased dividends. 430 477 182 161 
Extra dividends ...... 334 392 197 186 
Reduced dividends Wm. 39 27 4 21 
Omitted dividends ... +8961 32 81 18 


In numbers also the favorable dividend 
changes this year have well exceeded the un- 
favorable, according to the regular monthly tabu- 
lations by the New York World Telegram ¢& Sun. 
During the first half year, however, the gains 
over the same period of 1955 were relatively 
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more numerous than during the third quarter, 
as may be seen from the foregoing summary. 

The figures given cover cash dividends only, 
and are exclusive of dividends paid by a com- 
pany in its own stock. Such distribution made in 
stock serves to conserve cash for a company’s 

owth requirements; at the same time it gives 
the shareholder some recognition of his interest 
in current earnings and also builds up his cash 
dividend income if the company maintains the 
same rate of cash dividend. According to the 
New York Stock Exchange, there were 81 listed 
companies that during the first nine months of 
this year paid stock dividends of 24 per cent or 
less, compared with only 56 companies in the 
same period last year. In addition, there were 
numerous stock distributions ranging from 25 
per cent up to several shares for one — classified 
as stock splits. 


Staffing Big Government 


During the national election campaign a fair 
amount of oratorical thunder was precipitated by 
the observation that there are, holding positions 
of responsibility in the Executive Branch of the 
Federal Government, a number of men with 
backgrounds of some years of experience as busi- 
ness executives. The idea was expressed that this 
was improper. As Mr. Stevenson put it, we should 
“take the country away from General Motors and 
give it back to Joe Smith.” 

This is a provocative idea though Joe Smith, 
with all his fine qualities, might be appalled at 
the responsibility of ve gy government de- 
partments which spend billions a year and em- 
ploy tens of thousands of people. For most of us, 
running a household is job enough. The Federal 
Government is big business. With the sole excep- 
tion of the Soviet-satellite combine, it is the big- 
gest show on earth. As the table indicates, it out- 
shadows such so-called giants as General Motors, 
Bell Telephone, Standard Oil of New Jersey, 
U.S. Steel, A & P Tea, Pennsylvania Railroad, 
Metropolitan Life, and Con Edison. 

Big Gover 





t Overshadows Big Business 


Total Annual Total 
Employment Revenues Assets 


United States Gov’t 5,032,000 $80,800,000,000* $165,700,000,000°* 


Amer.Tel.&Tel.Co. 745,629 5,390,986,000 14,479,641,983 
624,011 12,532,489,247 6,344,772,161 





United States Steel. 272,646 4,097,680,287 8,620,360,616 
Stand. Oil Co.(N.J.) 158,159 6,414,885,017 7,164,105,085 
Great A&P TeaCo. 135,000  4,304,990,650 509,896,269 
Pennsylvania R.R.. 106,195 987,045,547 3,087,337,984 
Metrop. Life Ins... 49,903  2,368,900,777 13,935,629,918 
Con. Edison (N.Y.) 26,073 493,620,072 1,606,456,598 


*Cash budget, including trust funds. **As of end of 1949. 
During the fiscal year ending June 30, 1957, the 
Federal Government expects to collect in tax and 
other revenues a total of $80.8 billion, not to 
mention the even greater sums handled in na- 





124 





tional debt transactions. General Motors’ reve- 
nues ran to a mere $12.5 billion last year. 


The Federal Government has on its payroll 
no less than 5,000,000 men and women, including 
some three million in the armed forces. The 
closest rival is the A. T. & T. with 746,000. 


From another angle, one could even say that 
the Government has toiling away in its behalf 
77,000,000 persons —the number of individual 
income tax payers. As the American Cattle Pro- 
ducer observes: “A taxpayer is one person who 
works for the Government without taking a civil 
service examination.” 


A $200 Billion Enterprise 

Still another measure of comparative size is 
the total of assets. The authoritative Study of 
Savings in the United States by Goldsmith, 
Brady, and Mendershausen, placed the valuation 
for total assets, including military equipment and 
intangibles, of the Federal Government at $165.7 
billion. This was as of the end of 1949. Today — 
without capitalizing the right to tax the shirts off 
the people — the total might reach $200 billion. 
A. T. & T. is a poor second with $14.5 billion. 


The Executive Branch of the Federal Govern- 
ment, under the Constitution, passes no laws. It 
is a far-flung administrative enterprise, reaching 
into all quarters of the earth and handling funds 
beyond the dreams of avarice to carry out the 
complicated assortment of purposes and func- 
tions set out by the Congress in a thousand and 
one laws all neatly bound in red tape. We 
have tried, at times, staffing government depart- 
ments with politicians and visionaries but this has 
added neither to the efficiency with which Con- 
gressional instructions have been carried out nor 
to the frugality with which Joe Smith’s hard- 
earned tax dollars have been spent. 


When the war emergency made efficiency in 
government administration essential to national 
survival, patriotic business executives accepted 
the call to duty. Men of tested business experi- 
ence — often at great personal sacrifices — have 
been called and kept in government service ever 
since, under Democratic or Republican admini- 
strations alike. The idea is not that Government 
should be run for the benefit of big business, but 
that the enterprises of Government should be 
carried out in a businesslike way. 


If Government were being run for the benefit 
of General Motors that firm would hardly have 
received $1,353,350,357 in income tax bills for 
last year. The federal income tax collector took 
more of the profits than the shareholders got, 
so it might be truer to say that General Motors 
was being run for the benefit of the Government. 
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It would be nice if Joe Smith could run the 
show. Unhappily, Government has grown too 
big, not only beyond his management capabilities 
but even beyond his powers of comprehension. 
Joe can only wonder, as he tries to satisfy the 
ravenous appetite of the tax collector, if Govern- 
ment has not become so big that orderly control 
is beyond anyone’s powers. The only way to give 
Joe back his country and his production is to 
cut the scale of government activities and taxes. 


“Poverty” In the Midst of Prosperity 


Poverty is an age-old problem, one that the 
Bible warns will be with us always. In any 
society there are people who are relatively poor 
and whose plight evokes compassion. Like sin, 
poverty can always be safely denounced. Thus, 
in this election year, amid the greatest prosperity 
this nation has ever known, candidates are 
tempted to seek political advantage by blaming 
their opponents for not “doing enough” for the 
unfortunate. 

On Labor Day, Adlai Stevenson stated: 
“I say it is wrong that 14,000,000 of our fellow 
Americans live today in families whose income 
is less than $1,000 a year. . . . Ugly patches of 
poverty and insecurity . . . still deny dignity, 
even decency, to the lives of almost one fifth of 
all American families.” 

Late last year New York’s Governor Averell 
Harriman called for a “war on poverty”, assert- 
ing: “It is shocking to realize that there are still 
8,000,000 families — one out of every five — with 
incomes under $2,000 a year. Minimum health 
and decent living standards cannot be sustained 
on that.” 

Statements like these have focused attention 
on the lower-income groups. Recent studies by 
the U.S. Department of Agriculture and a sub- 
committee of the Joint Economic Committee, 
headed by U.S. Senator Sparkman, have pro- 
duced a spate of official figures. But, despite the 
variety of statements and statistics, it is still 
far from clear just how big the problem really is. 

Many thoughtful observers, aware of our gen- 
eral prosperity and the high wages offered today, 
even to inexperienced teen-agers, might well 
wonder what are the facts on low-income groups. 
What sort of le are these at the bottom of 
the economic ladder? What prevents them from 
taking jobs advertised in the “help wanted” col- 
umns and relieving the labor shortage? Are they 
really as numerous as the statistics would indi- 
cate? Why are they poor and what should be 
done about it? 

Definition of Terms 

Any exploration of these timely questions must 

begin with an attempt to define terms. In the 





first place, “poverty” and “low-income” are not 
interchangeable words — even though many 
speechmakers often use them that way. Poverty 
involves determining not just what a family gets 
but what it needs. As it is generally understood, 
poverty depends not only on the current level 
of income but also on whether low income is 
chronic or temporary, the availability of other re- 
sources, the number of mouths to feed, and even 
the mental attitude of the family involved. 

A great many low-income families would be 
insulted if they were called poverty-stricken. 
Where wants are simple and easily satisfied, it is 
possible — with Thoreau—to maintain dignity 
and self-respect on a modest cash income. Many 
low-income families, with too much pride to go 
on relief or go into debt, have managed to main- 
tain what they were brought up to think of as a 
comfortable living. For instance, many older 
couples voluntarily get along as best they can 
on a small income preferring to stay in their own 
homes and retain their independence even 
though doubling up with relatives or accepting 
charity might add to material comforts. 

The grinding, inescapable poverty that existed 
in much of the nineteenth century has been dis- 
appearing in this country. The breadlines and 
shantytowns of the thirties have vanished. No 
one need starve or go homeless today whether 
he has an income or not, so great is the variety 
of private and government assistance programs. 
There may be a considerable number of low- 
income families in this country whose wants 
outrun their means, but chronic, abject poverty 
is quantitatively a much smaller problem. 
PER CENT 
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(Bureau of the Cenrus estimates ; no data available for 1946.) 


This conclusion is supported by the annual 
sample surveys taken by the Census Bureau. As 


125 








November, 1956 








the chart shows, the tage of families with 
incomes of less than $2,000 is estimated to have 
declined from 37.6 per cent in 1944 to 17.5 per 
cent in 1955. The decline since 1952 is of greater 
social significance than that in 1944-52, for in 
recent years the buying Emap of a $2,000 in- 
come has held steady. In the earlier jon prices 
were rising and shortening the yardstick. 


What Is Low Income? 

A precise definition of “low income” which 
will satisfy the social worker, the politician, and 
the average citizen is probably Sai cae Low 
incomes, after all, are relative, as labor economist 
Robert E. Nathan noted in his testimony before 
the Joint Economic Committee at the end of 
1955: 

What we regard as a low income in the United States 
may be a middle or even high income in many countries. 
What we term a low income today was, in real terms, a 
middle income only a generation or two ago. And today’s 
middle income be a low income before the end of 
the century. 

Current usage seems to center around $2,000 
as the low-income dividing line. The Joint Eco- 
nomic Committee’s studies, among others, use 
that figure. ; 

Most of us remember the thirties when an in- 
come of $2,000 a year was well above average. 
Before the turn of the century, our grandparents 
often lived respectably and raised their families 
on wages of a dollar a day. It is partly the in- 
flationary age in which we live which makes 
$2,000 a year seem small today. But it is also 
our national aspirations toward a good life for 
all which have pushed ever higher our ideas 
of what constitutes “minimum health and decent 
living standards.” 

Public policy provides indirect confirmation 
of $2,000 as a low-income measuring line today. 
A $2,000 income is just below minimum earn- 
ings of a worker employed steadily for a full 
year at the legal minimum wage ($2,080) and 
just above the maximum Social Security benefit 
payable to a retired couple ($1,954). A family 
of three escapes federal income taxation up to 
an income level of $2,000. 


Capitalists Under $2,000 

It does not follow from a $2,000 income that 
a family is groveling in poverty. A number of 
books have been written advising people how to 
live in retirement on modest incomes — some of 
them smaller than $2,000 a year. 

In the 1951 book These Harvest Years, edited 
by Janet Baird, an elderly couple was found to 

uire $1,560 a year to meet all minimum needs. 

owance for cost of living increases since ’51 
would still keep the required budget below 


$1,700. Some retired people live comfortably on 
less. The Wall Street Journal, in an April 30 story 
on how older people with fixed incomes are far- 
ing these days, reported that a retired business- 
man and his wife, living in their own home in 
Florida, had monthly expenses of $88 — well 
within their monthly Social Security check of 
$98.50. 

A survey conducted early this year for the 
Federal Reserve Board supplies added informa- 
tion on how ae can live on $2,000 a year. The 
survey indicated that over 40 per cent of the 
spending units with less than $2,000 money in- 
come owned their own homes and that no less 
than 86 per cent of these home-owners were 
free of mortgage debt. This is the heaviest con- 
centration of outright ownership of real estate 
in the entire population. 

Nearly half of the low-income units had some 
savings in the form of bank accounts or savings 
bonds and about one fourth had $500 or more 
of such assets. More than one third of these 
units were found to own automobiles and over 
10 per cent had purchased cars within the past 

ear. More than a quarter had made a major 
household purchase during 1955 — such as a TV 
set, washing machine, refrigerator, or furniture — 
yet the — of the low-income group with 
consumer debt was lower than among families 
with higher incomes. The standard of living im- 
plied by these ae is not consistent with the 
traditional concept of poverty. 

Who Are the Poor? 

Governor Harriman’s figure of 8,000,000 fami- 
lies with incomes under $2,000 a year was evi- 
dently based on the Census Bureau estimate for 
1954 of 8,330,000. The Bureau’s estimate for 
1955 is lower, 7,500,000. 

From the preceding discussion it is clear that 
many of these were far from destitute. The re- 
tired couple living cheaply away from the great 
cities is typical of many families with income 
under $2,000. But there are all kinds of people 
in the group, from the most industrious and 
frugal to the most shiftless and profligate. 

Thirty per cent of these $2,000-or-under fami- 
lies, according to Census estimates, are headed 
by a person over 65 years old. “Broken homes” 
which have lost their male breadwinner through 
death or separation are particularly common in 
the low-income group. In addition, this cate- 
gory contains an unusually large proportion of 
persons whose earning ability and employment 
opportunities are limited by physical or mental 
handicaps, race or language difficulties, or lack 
of skill or education — not to mention the down- 
right shiftless or “unemployable.” 


126 











November, 1956 





A few weeks ago the AFL-CIO publication 
Labor's Economic Review declared: “It should 
evoke shame that 5,700,000 Americans depend- 
ed for existence on public charity in the prosper- 
ous summer of 1956. . . . The great productive 
capacity of the American economy provides the 
means — perhaps for the first time in human his- 
tory — to eradicate poverty and its evil conse- 
quences from our midst.” 

This raises searching questions. Except for 
those who are aged or infirm, why cannot many 
of these 5,700,000 take jobs in industry and add 
their weight to the wheel of production? Can it 
be that the very generosity of social security 
appropriations is building a hard core of profes- 
sional shirkers? 


Low Income On the Farm 

Nearly a third of low-income families live on 
farms, the Census Bureau reports, but less than 
8 per cent of families earning over $2,000 a year 
do. In most cases, the availability of a rent-free 
home, garden plot, and wood lot cuts down the 
need for substantial cash income, not to mention 
federal farm subsidy programs. It is significant 
that nearly two thirds of all families wholly de- 
pendent on farm income for a living 4 
incomes of less than $2,000 a year. This indicates 
not only adverse income trends in recent years 
for the small farmer, but also the tenacity with 
which many of these families stick to farming 
despite the temptation of high wages in the city 
or on construction jobs. 

Another large group of low-income families 
consists of those with temporarily depressed in- 
comes, owing to prolonged illness, unemploy- 
ment or business reverses. The effect on livin 
standards largely depends on the availability of 
other resources. Temporary lack of current in- 
come may be much more serious for a youn 
family head with a prolonged and costly illness 
than for a business man with one bad year in a 
series of good ones. 

It is the year-in-year-out substandard income 

which is the basis of poverty. On this point, a 
private study by Dr. Isador Lubin, a former U.S. 
Commissioner of Labor Statistics and now Gov- 
ernor Harriman’s Industrial Commissioner, esti- 
mated that: &: 
. - . about 60 per cent of families and individuals with 
1950 money income below the cost of a minimum budget 
either were experiencing a temporary decline in income 
during that year or possessed an adequate level of other 
economic resources (savings). i 

In other words, the number of permanently 
depressed incomes is much smaller than the over- 
all figures indicate at first glance, and the rate 
of turnover among low-income families is corre- 


spondingly high. 


Shaky Statistics 

Attempts to measure poverty statistically give 
a wide range of answers. For instance, the De- 
partment of Health, Education, and Welfare re- 
ported in April that 5,900,000 persons were re- 
ceiving some type of public welfare or relief 
assistance. The Agriculture Department, in eval- 
uating a food stamp plan, estimated in Septem- 
ber that in 3,700,000 families income was in- 
adequate to provide a low-cost adequate diet in 
1954. The Census Bureau, as we have seen, 
placed at 7,500,000 the number of families out 
of 42,800,000 which had money income under 
$2,000 in 1955. 

The Census Bureau figures are most often 
cited. Their popularity, however, does not dispel 
deficiencies in the figures — as the Bureau itself 
is the first to admit. As a matter of fact, it is 
recognized that 7,500,000 is an exaggeration of 
the number of families with incomes of less than 
$2,000. No one knows what the figure actually is. 

The Census Bureau builds up its estimates on 
the basis of interviews with a sample of 14,000 
homes across the country, asking about income 
for the year before. Not only are the results sub- 
ject to sampling error inherent in this type of 
survey, but there is known to be a substantial 
degree of under-reporting of income. Notes the 
Census Bureau about its own statistics: 

In most cases the schedule entries for income are 
based on memory rather than on records, and in the 
majority of instances on the memory or knowledge of 
some one person usually the wife of the family head. 
The memory factor in data derived from field surv 
of income probably produces underestimates because the 
tendency is to forget minor or irregular sources of in- 
come. Other errors of reporting are due to misrepresen- 
tation or to misunderstanding as to the scope of the 
income concept... . 

When allowance is made for under-reportin 
of cash income and for the availability of home- 

own food, rent-free living quarters, and other 
orms of non-cash income, the number of low 
income families is cut in two. 

For the year 1954, for instance, the Census 
Bureau reported that 8,330,000 families — 19.8 
per cent of the total — had money incomes under 
$2,000. Special studies by the National Income 
Division of the U.S. Commerce Department, 
which made allowance for under-reporting and 
for non-cash income in the same year, found that 
less than half of these families — only 4,149,000 — 
had personal incomes under $2,000. 

Reasons for understatement are numerous. 
People are generally averse to discussing their 
incomes with strangers who appear at the door. 
When the interrogator represents the Govern- 
ment, the instinctive tendency is to minimize. 
Many government benefits — including refunds 
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of income taxes withheld, social security pay- 
ments, dependency allowances, and relief pay- 
ments — hinge on a low disclosed income. 

The Right Approach 

In our present day prosperity, the problem of 
low income has been reduced to its hard core. 
As we have noted, the level reported in the offi- 
cial statistics would be substantially lower if ad- 
justment were made for under-reporting of in- 
come, families whose income is only temporarily 
reduced, and those with resources other than 
current income. In all fairness, destitute in- 
dividuals together with large or afflicted families 
who cannot subsist on $2,000 a year should be 
added in. Even then, poverty — the chronic in- 
adequacy of income for basic needs — is of 
ich smaller dimensions than some politicians 
would have us believe. 

President Eisenhower, in a special section on 
“Broadening the Scope of Our Prosperity” in his 
Economic Report last January, put the problem 
in perspective this way: 

Too many families and individuals still have to get 
along on incomes that are inadequate by American stand- 
ards. The situation keeps changing, and the dimensions 
of present day poverty are not reliably. measured. Yet 
there can be no better time than the present, when the 
Nation as a whole is enjoying unp ented prosperity, 
to make a special effort to improve the economic status 
of the least fortunate among us. 

All responsible citizens share the feeling that 
elimination of remaining poverty in America 
would not only bring greater happiness and op- 
portunity to these people but it would draw them 
into the stream of progress, enlarge markets for 
consumer goods, and promote expansion of the 
economy. We might as well recognize at the out- 
set, however, that there are practical limits on 
what can be accomplished. We will always have 
_ of the population living on incomes that 
ook low because they are under the general av- 
erage. There will always be a problem of low 
incomes as long as people are free to choose what 
they want to do regardless of their qualifications 
for such work, where they want to live regard- 
less of employment opportunities, and, finally, 
whether they want to work hard or take it easy. 

The Joint Economic Committee, in reporting 
on its low-income study last January, made an 
important distinction. It noted that the popula- 
tion at permanently depressed income levels 
consists of two groups: First, those who for one 
reason or another cannot be expected to become 
more productive. Second, individuals or families 
with members who possess the potential capacity 
to increase their productive power and thereby 
their level of earnings. 

“The types ot ngs remedial action by gov- 
ernment and other groups vary in accordance 


with the particular needs of each group,” said 
the Committee, and added: “In the long run, em- 
phasis should be placed on prevention of poverty 
rather than on alleviating poverty once it de- 
velops.” The program recommended by the Joint 
Committee in most respects was one of gradual 
upgrading rather than a “war” for immediate 
abolition of poverty. Improved education and 
training, vocational rehabilitation, health pro- 
grams, social insurance, and technical assistance 
were the main tools in the suggested program. 


This is the constructive approach. 


In a world where people still suffer from starva- 
tion it is well that we recognize that poverty in 
America is not absolute but relative to the aver- 
age living standard. Working people in this 
country get paid the best wages on earth and 
earn them by having better tools and machines 
to use. Government officials should never be- 
come so preoccupied with raising living standards 
for the unproductive that they tax away the in- 
centive to produce for the working army on 
which the welfare of everybody depends. 


The Chilean Inflation — a Case Study 


Working people like to have more jobs around 
than there are people to fill them and to get pay 
boosts which make their home mortgage and 
instalment debts easier to handle and give them 
a feeling that they are better off. Farmers, mer- 
chants, and manufacturers like to get higher 
prices and profits, which similarly relieve the 
weight of debts, and owners of land, buildings, 
and common stocks enjoy watching the values of 
their assets rise. All these circumstances favor an 
indulgence of inflation, even though the rather 
common experience is that inflation ultimately 
leads to deflation, failures of overextended debt- 
ors, and unemployment. 


Many people have been willing to ignore that 
risk, or have felt that inflation has gotten so 
built into the economy that the best thing is to 
make the process as comfortable as possible, set- 
ting up devices for periodically adjusting the 
terms of contracts to relieve the inequities of in- 
flation. Hence we have cost of living clauses in 
wage contracts, not to mention government 
farm price supports related to prices farmers pay. 
Nations abroad have gone much further with 
experiments in relieving the inequities of infla- 
tion, which bear hardest on old people and those 
who save. It was for a correspondent of The 
Economist of London, in 1951, to suggest the 
fullest range of devices (e. g., linking wages, 
salaries, pensions and bond interest to the cost of 
living) to make the inflationary bed comfortable. 
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Chile was the country to attempt the farthest 
reaching practical effort. : 


The average Chilean, until fairly recently, took 
inflation for granted. Government budget, foreign 
exchange, and other policies, although contribut- 
ing directly to rising prices, were supported 
because they provided full employment. Many 
of these activities were nonproductive. Political 
leaders dealt with palliatives rather than the 
basic disease. As so often happens, inflation 
tended to accelerate, indeed to a point where the 
cost of living was practically doubling in a year’s 
time. Chileans saw the peso lose more than nine 
tenths of its value in the free market between the 
end of 1950 and August 1955. 


Chileans now appear determined to halt their 
country’s chronic inflation. Measures over the 
past year to restrict credit, to reform the foreign 
exchange system, to cut government spending, to 
revise tax laws, and to eliminate wage escala- 
tors, all attest to this. Encouraging progress 
has been made, but the fight against inflation has 
not yet been won. Indeed, the recent proposal to 
increase salaries and wages 25 per cent beginning 
next January, along with a drop in copper prices 
and depleted government finances, has injected 
considerable uncertainty in the situation. Con- 
tinued adherence to corrective policies is essential 
to convince people that the Government intends 
to give the peso a substantial value. 


The significance of what has happened in 
Chile extends far beyond the borders of the 
Latin-American republic. Other countries 
facing problems of the same character are 
provided with a laboratory case of the impossi- 
bility of reconciling inflation with orderly eco- 
nomic progress and social justice. 


A History of Inflation 


Inflation in Chile — as in other Latin-American 
countries — is not new. In developing countries 
the pressing need for capital provides an almost 
irresistible temptation to unsound public finance. 
What distinguishes the Chilean case is the speed- 
ing of the inflation process under efforts to miti- 
gate the evil. 


Over the 60 years between 1870 and 1930, the 
Chilean peso declined from a little over 90 U.S. 
cents to 12 cents —a rate of shrinkage of 3.3 per 
cent per annum compounded. 


Between 1980 and ’40, as shown in the chart, 
the peso declined 75 per cent further — trom 
12 cents to 8 cents. After holding steady during 
World War II, the peso resumed its decline, drop- 
ping by the end of ’55 to a point where it took 
six pesos to equal one U.S. cent. 
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Chilean Money Supply and the Peso, 1930-55 

The more recent and rapid shrinkage in the 
peso had its initial roots in the impact of the de- 
pression of the 1930's on the copper and nitrate 
markets — the two major sources of employment 
and foreign exchange earnings. To provide goods 
which the country could not afford to buy 
abroad, and to raise the standard of living, the 
Government launched a big industrialization and 
economic diversification program, financed by 
the Central Bank and by external credits. 

The stepping up of capital investment with 
government-created money was only one factor 
in the inflationary process. Another was the 
tendency of industrialization to shift political 
power from the relatively conservative farming 
areas to urban industrial centers. As part of a 
broad program of social legislation, wages were 
tied to the official cost of living index. A system 
of exchange controls was set up to regulate 


imports. More Controls 


The Chilean economy became increasingly 
controlled and artificial. Workers left the farms 
for jobs created in government-sponsored indus- 
tries or by the building boom spurred by the de- 
sire to hedge against inflation. To hold down 
living costs, the Government adopted price ceil- 
ings which tended to discourage food produc- 
tion. Chile became a net importer of food—a 
prime example of how inflation distorts an 
economy. 

Meanwhile, an elaborate system of multiple ex- 
change rates was devised to assure essential im- 
ports of food, raw materials for industries, and 
capital equipment. Private business was dis- 
couraged by rising taxes and production costs. 
Government - controlled ventures, such as the 
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Fomento, or Development Corporation, set up 
in 1939, became the chief factor in the develop- 


ment of the country. Private capital turned more. 
and more to real estate speculation and financ-’ 


ing of service and luxury trades. 

Strong demand for copper during and im- 
mediately after the Second World War contrib- 
uted to higher government revenue and kept 


budgetary deficits from getting completely out 
of hand. 


But the Chilean economy had moved onto a 
precarious perch. As long as copper prices re- 
mained high and imports for essential industries 
were assured, the country could manage. But 
when demand for copper eased as a result of the 
1948-49 recession in this country, Chile’s need 
to reduce production costs — to be more competi- 
tive in world markets — became pressing. 


Runaway Inflation 

The sharp rise in copper prices following the 
outbreak of war in Korea brought only temporary 
relief. With the subsequent reaction of such 
prices from the Korean peak, reflecting the sub- 
sidence of extraordinary demands, the Chilean 
economy by 1953 was again in hot water. The 
drop in copper prices triggered the latest phase 
of explosive inflation. 

The drop in revenues from copper added to 
the budget deficits (the average annual deficit 
between 1950 and ’55 was six billion pesos) and 
led to devaluation of the peso to a more realistic 
level discouraging imports and fostering exports. 
While a necessary action, the effect of devalua- 
tion was a rise in the cost of everyday products. 
Compensatory adjustments in the minimum wage 
then added to the problem by increasing demand. 

With supplies of imported food and raw ma- 
terials contracting, while prices and purchasing 
power were expanding, inflation received new 
impetus. The free peso declined as people hast- 
ened to get rid of pesos for more stable curren- 
cies. The tendency to keep export proceeds 
abroad increased. With prices jumping daily the 
people sought to buy up anything available. 
Merchants tried to beat price rises by cramming 
their shelves with inventories months ahead of 
actual need. Those who could borrow bought 
houses or land. With the value of money drop- 
ping daily few people wanted to save. Those 
with money to lend wanted fancy interest rates 
to protect themselves. From around 7 per cent 
in 1987, banks steadily increased their loan rates 
to 13-14 per cent in 55 and turned away many 
more customers than they could accommodate. 
Even these rates did not protect fully against 
the decline in the value of money lent. 


The wage-price spiral whirled at a dizzying 
pace. Pay raises under escalator clauses came 
after price advances and injected more purchas- 
ing power to drive prices up again and again. 
Workers found that despite compensatory wage 
adjustments they were losing ground. Between 
1950 and ’55, for instance, while wages in paper 
pesos moved up 268 per cent, consumer prices 
increased 470 per cent. “Real wages” dropped 35 
per cent. Special bonuses, supposed to help 
workers “catch up” with higher prices, ag- 
grayated the problem and did little to stem the 
decline in real income. 

The following chart reveals the wide spread 
between wages and their real worth after adjust- 
ment for price increases: 
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Chilean Prices and Wages, 1945-55 
Reform Program 

Beginning in 1950, when the inflationary spiral 
gained momentum, Chileans realized that 
something would have to be done “sooner or 
later.” In ‘52, the country elected for a six-year 
term President Carlos Ibanez del Campo, an 
army general respected for his strong leadership. 
The hope was that his nonpolitical regime 
would be able to deal with the problem. For- 
eign financial advice was sought. The United 
Nations sent a mission in 1949-50. A joint World 
Bank-Food and Agricultural Organization mis- 
sion went to Chile in 1950-51, and the Interna- 
tional Monetary Fund has sent various teams 
of experts. Klein and Saks, a Washington, D. C. 
firm of economic consultants, is currently work- 
ing on a full-scale program. 

During the 1952-55 period, no fewer than seven 
Ministers of Finance tried to cope with the prob- 
lem —each with a new anti-inflation program. 
Some credit control measures were put through 
by the Central Bank of Chile in 1954 and re- 
inforced in ‘55. But with some 19 political par- 
ties to be dealt with no real progress was made 
until last year. 
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By 1955, the general ay —and even some 
political party leaders — become so utterly 
weary of inflation that anything, even austerity, 
seemed better than the uncertainties ahead. 


The turning point came last January — the 
month when ies and wages were to be ad- 
justed to increased living costs. The Govern- 
ment decided to cut the adjustment by 50 per 
cent and to abandon the system of automatic 
wage rises next year. A general strike against 
this and other anti-inflationary moves, called 
by the Central Federation of Workers, failed. 
The public, including the labor unions, accepted 
the reforms. 


The Klein-Saks Recommendations 

The latest anti-inflation program, recommended 
by Klein and Saks, included strong emergency 
measures. They called for freezing wages and 
prices, restricting bank credit, cutting and re- 
organizing the government budget which tended 
to consume about 25 per cent of national output. 
The swollen bureaucracy of 211,000 civil servants 
was to be reduced by 20 per cent. 


Many of these recommendations have been en- 
acted and some are in the process of being ap- 
plied. Wages and prices have been frozen, and 
credit restrictions in force for several years 
have been tightened. To restrict imports and 
conserve exchange, importers have been re- 
quired to put up advance deposits ranging from 
5 to 200 per cent of their orders depending on 
the commodity. The elaborate multiple ex- 
change system has been abandoned and a single 
free exchange rate adopted for exports and 
imports. 

Salutary as these emergency measures have 
been, they do not provide an immediate solution 
to Chile’s long-term economic problems. To put 
the country’s economy on a sound basis, pro- 
duction will have to be expanded. Taxation will 
have to be simplified and changed to distribute 
the burden more equitably and to stimulate in- 
vestments in productive enterprises. A complete 
revision of Chile’s social security system and pen- 
sion regulations will be necessary to reduce the 
financial burden on the state and to give the peo- 
ple a new sense of responsibility. Competition 
and efficiency will have to be increased. The 
Chilean authorities are well aware of these needs 
and steps have already been taken to deal with 
many of these long-term problems. Others are 
now under consideration by the Government. 

Whether the anti-inflation program suc- 


ceeds will depend on whether the people will 
continue to accept the drastic readjustments 


needed to stabilize their economy and to get 
back a currency they can trust. 


Though the final outcome cannot be forecast, 
there is some evidence that anti-inflation meas- 
ures already taken have helped. The rise in the 
cost of living has slowed down. Business- 
men and consumers no longer are stockpiling 
goods to beat price rises and instead are reducing 
stocks. This tendency to “live off the shelf” has 
naturally brought about a leveling off in business 
activity. The peso, down as low as 840 to the 
dollar in August ’55, recovered to 470 last Febru- 
ary. Since last spring it has held between 500 
and 575 most of the time. Toward the end of 
last month the rate dropped to 600 reflecting 
fears in some quarters that wage and salary in- 
creases proposed for January 1 and the decline 
in copper prices, cited earlier, imperil the suc- 
cess of the anti-inflation program. 


The recent granting to Chile of a $75 million 
monetary stabilization credit by the International 
Monetary Fund, U.S. commercial banks, and the 
U.S. Treasury helped take pressure off inter- 
national payments. Growing confidence in the 
Chilean situation was indicated by the decisions 
of the leading American copper companies to 
expand their investments in the development of 
Chilean copper. Similarly, important expansion 
is contemplated in the nitrate industry as a result 
of recent legislation providing tax and other 
benefits to producers. The Export-Import Bank 
has granted $40 million in loans to help finance 
this expansion. 

Neo Other Choice 

Chile’s experience teaches over again the old 
lesson that the quicksands of inflation are an im- 
possible foundation for orderly economic de- 
velopment. It supports an observation by Eugene 
R. Black, president of the World Bank, at the 
annual meeting of the Board of Governors of 
that institution in Washington in September. 
—? of the “myth that inflation is a handy 
device for making development painless,” Mr. 
Black went on to say: 

I'm glad to say this myth is almost ready for burial. 
There is a growing awareness of how inflation erodes 


savings, destroys the criteria for judging the soundness 
of investment, and plays havoc with a country’s balance 


of payments. 

To reverse past policies and get at the roots of 
the inflation disease takes political courage as 
well as economic wisdom. Leaders and students 
of finance all over the world are following the 
Chilean experience with sympathetic interest. 
Success of the reforms can set a pattern which 
other nations, plagued with popular distrust 
for money, will be encouraged to follow. 
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